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Senate Finance Committee Testimony: International Premium Cigar & Pipe Retailers Association
Supports Senate Bill 1004

Mr. Chairman and members of the Committee:

Thank you for giving me the time to make some brief remarks regarding Senate Bill 1004. The international Premium Cigar &
Pipe Retailers Association is made up of small retailers from across the country; here in Michigan we represent over 100 small
business owners’ stores that specialize in premium cigars.

As proven in other states with OTP cigar tax cap, Senate Bill 1004 will be a fiscal windfall for the state and Michigan's small
businesses. The cigar fax cap will greatly reduce incentives for internet purchases by Michigan cigar consumers, keeping
Michigan business in Michigan, and increasing tobacco excise and retail sales tax collections for the state. The successful
partnership of business and government that started in Oregon in 2001 will be repeated in Michigan, as evidenced by cigar tax
caps implemented in five other states. '

In addition to Oregon, Washington (2005), Rhode Island (2006), Wisconsin (2007), and lowa (2007), have implemented
cigar tax caps with positive revenue results. In 2011, Connecticut was the latest state to implement the 50-cent cigar tax cap.

Capping the excise tax on premium cigars paid by retailers will encourage cigar consumers to purchase their cigars locally and
not via internet or mail order operations based out of the state. These companies do not collect any applicable state taxes
thereby offering the consumer a much lower price compared to in-state brick-and-mortar retailers who must charge state excise
and sales tax. Competition will be restored in the marketplace; the 50-cent cigar tax cap will result in a positive economic impact
for Michigan; the state will coliect more excise, sales, and business income taxes from in-state businesses. Jt is imporfant to
note that this legislation does not reduce the OTP rate nor does it raise the OTP tax on other cigars — it just puts a cap on
the amount that is collected on each cigar.

Historical Background of the 50-cent Tax Cap

In 1997, Oregon's state legislature increased the OTP excise tax rate from 35% to 65%, ranking it among states with the highest
OTP excise tax rate. This regressive tax rate caused a substantial loss of business for small retailers and loss of associated tax
revenues for the state. In 2001, the legislature approved the cigar tax cap, limiting the OTP excise tax rate paid by retailers to 50
cents per cigar. Following its implementation, revenues increased demonstrating that retail safes of cigars returned to in-state,
small brick-and-mortar businesses. In fact, all five states that have a OTP tax cap have seen an increase in the amount of taxes

collected.

Michigan retailers are losing revenue to out-of-state businesses due to the state’s-excise tax on premium cigars. Implementing a
50-cent cigar tax cap will return business to the state and provide a competitive environment for small businesses.

On behalf of the members of the IPCPR, we thank you for taking this legistation up and urge you to pass Senate Bill 1004.
Respectfully, '

Chris McCalla
Legisfative Director
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